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Why GAO Did This Study

In its role as the nation’s tax
collector, the Internal Revenue
Service (IRS) has a demanding
responsibility for collecting taxes,
processing tax returns, and
enforcing the nation’s tax laws.
Since GAO's first audit of IRS’s
financial statements in fiscal year
1992, a number of weaknesses in
IRS’s financial management
operations have been identified.
In related reports, GAO has
recommended corrective action to
address those weaknesses.

Each year, as part of the annual
audit of IRS’s financial statements,
GAO not only makes
recommendations to address any
new weaknesses identified, but
also follows up on the status of
weaknesses GAO identified in
previous years’ audits. The purpose
of this report is to assist IRS
management in tracking the status
of audit recommendations and
actions needed to fully address
them.

www.gao.gov/cgi-bin/getrpt?GAO-05-393.

To view the full product, including the scope
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For more information, contact Steven J.
Sebastian at (202) 512-3406 or
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Status of Recommendations from
Financial Audits and Related Financial
Management Reports

What GAO Found

As in past years, IRS has continued to make improvements to address a
number of financial management weaknesses. At the same time, a number
of the open audit recommendations have been outstanding for an

extended period of time. IRS has continued to experience delays in the
implementation of the new systems intended to correct some of these
long-standing deficiencies. Others, however, could be resolved with
additional management attention. The continued existence of these financial
management weaknesses exposes IRS to loss due to errors or theft and
impairs the availability of current, accurate financial information that
management needs to make decisions on a day-to-day basis.

Of 118 recommendations related to financial management (consisting of

76 recommendations open as of April 2004, 9 recommendations included

in GAO’s January 2005 report on the timeliness of IRS lien releases,

3 recommendations included in GAO’s March 2005 report on the Brookhaven
Service Center Campus rampdown, and 30 new recommendations included
in GAO’s management report for fiscal year 2004), GAO is closing 34 due to
effective actions IRS has taken to address the issues that gave rise to them.
These actions were verified by GAO in the course of conducting the audit of
IRS’s fiscal year 2004 financial statements.

Of the remaining 84 financial management recommendations GAO considers
open as of the date of this report, 75 are short term (capable of being
addressed within 2 years) and 9 are long term (expected to require more
than 2 years to implement). IRS considers 40 (48 percent) of the

84 recommendations to be closed. GAO considers 21 of these 40 to be still
open because it has not yet had an opportunity to verify the actions taken by
IRS. The actions cited by IRS for these 21 recommendations are recent and
were taken after GAO’s financial statement audit work for the year was
completed. For 18 of the 40 recommendations that IRS considers closed,
GAO found that action taken by IRS has not yet been fully effective in
addressing the conditions that gave rise to the recommendations. IRS
disagrees with the remaining recommendation.

IRS continues to exhibit a strong commitment to addressing its ongoing
financial management problems and has made improvements in recent
years that have resulted in the closing of many recommendations. At the
same time, the continued existence of the serious financial management
weaknesses that gave rise to the remaining open recommendations
represents a serious obstacle that IRS needs to overcome to achieve
effective financial management.

IRS stated that it has begun to address the 42 new recommendations
included in the report. GAO will review these corrective actions and the
status of IRS’s progress in implementing all open recommendations as part
of the fiscal year 2005 audit.
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United States Government Accountability Office

Washington, D.C. 20548

April 29, 2005

The Honorable Mark W. Everson
Commissioner of Internal Revenue

Dear Mr. Everson:

This report provides the status of the Internal Revenue Service’s (IRS)
efforts to implement recommendations we have made based on our

audits of IRS’s financial statements and other efforts related to financial
management. In updating the status of these recommendations, we have
included the results of our audits of IRS’s financial statements for

fiscal years 2004 and 2003.! This report is being provided to you to (1) assist
IRS management in tracking the unresolved issues identified in our prior
audits® and (2) report on the current status of open audit recommendations
detailed in our previous and most recent financial audit and financial
management-related reports.? In cases where IRS has taken action on
open recommendations that did not result in our closing them, we explain
why this occurred. No new recommendations are being made in this report.

Since our first audit of IRS’s financial statements in fiscal year 1992, our
audits have identified a number of weaknesses in IRS’s financial
management operations. In related reports on IRS’s internal controls,
we have recommended corrective actions to address those weaknesses.
Appendix I lists (1) recommendations we have made based on our
financial audits and other financial management-related work that we
have not previously reported as closed, (2) the status of each of

these recommendations and corrective actions taken or planned as of
February 2005 as reported to us by IRS and incorporated in appendix I,
and (3) our analysis of whether the issues that gave rise to the
recommendations have been effectively and fully addressed based on the

! GAO, Financial Audit: IRS’s Fiscal Years 2004 and 2003 Financial Statements,
GAO-05-103 (Washington, D.C.: Nov. 10, 2004).

2 GAO, Internal Revenue Service: Status of Recommendations from Financial Audits and
Related Financial Management Reports, GAO-04-523 (Washington, D.C.: Apr. 28, 2004).

3 GAO, Opportunities to Improve Timeliness of IRS Lien Releases, GAO-05-26R
(Washington, D.C.: Jan. 10, 2005); Review of Controls over Safequarding Taxpayer Receipts
and Information at the Brookhaven Service Center Campus, GAO-05-319R (Washington,
D.C.: Mar. 10, 2005); and Management Report: Improvements Needed in IRS'’s Internal
Controls, GAO-05-247R (Washington, D.C.: Apr. 27, 2005).
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work performed during our fiscal year 2004 financial audit. Effectively
implementing recommendations is critical for IRS to resolve its financial
management challenges.

Status of
Recommendations

In April 2004, we issued a report that provided (1) the status of IRS’s efforts
to implement prior recommendations as of our fiscal year 2003 financial
audit’ and (2) new recommendations based on the results of our fiscal
year 2003 financial audit.’ In the April 2004 report, we included

100 audit recommendations that we had not previously reported as being
closed, 1 dating back as far as 1993. Of the 100 recommendations, 24 were
closed at the time that report was issued, leaving 76 that were used as a
starting point for appendix I of this report. For this year, we added

9 recommendations from our January 2005 report on the timeliness of IRS
lien releases, 3 recommendations from our March 2005 report on

the Brookhaven Service Center Campus rampdown,® and 30

new recommendations included in our management report related to

our audit of IRS’s fiscal year 2004 financial statements, for a total of

118 recommendations. Based on the results of our recently completed
fiscal year 2004 financial audit, we are closing 34 recommendations made
in prior audits due to effective actions IRS has taken to address the issues
that gave rise to them. Therefore, as of the date of this report, 84 financial
management recommendations remain open, 75 of which are short term
and 9 of which are long term.”

1 GAO, Financial Audit: IRS’s Fiscal Years 2003 and 2002 Financial Statements,
GAO-04-126 (Washington, D.C.: Nov. 13, 2003).

® GAO-04-523.

% The term “rampdown” is used to refer to IRS’s significant reduction of its submission
processing functions at selected service center campuses. In fiscal year 2004, Brookhaven
became the first service center campus to downsize its submission processing function.

" Short-term recommendations are defined as those that could be addressed within 2 years

at the time we made the recommendation. Long-term recommendations are defined as those
expected to require 2 years or more to implement at the time we made the recommendation.
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As indicated in appendix I, of the 84 recommendations we consider to be
open, IRS considers 40 (48 percent) to be closed. We consider 21 of
these recommendations to be open because IRS took corrective action to
resolve these recommendations after we completed our testing for the
fiscal year 2004 audit. As a result, we have not yet had time to verify
implementation of the corrective actions, which is a prerequisite to our
closing a recommendation. We will verify the effectiveness of IRS’s actions
to address these recommendations during our audit of IRS’s fiscal year
2005 financial statements. For 18 of the 40 recommendations that IRS
considers closed, we found that the initial action taken by IRS in the
current or prior years has not been fully effective in addressing the
conditions that gave rise to the recommendations. For 8 of these

18 recommendations, IRS initiated additional corrective action after we
completed our fiscal year 2004 audit and, as a result, we have not yet had
time to verify the effectiveness of these additional actions. IRS disagrees
with the remaining recommendation,® though it had agreed with the
recommendation at the time it was made.

Sixteen of the 18 recommendations that IRS considers closed but that we
consider open involved the issuance of formal written policies or
directives aimed at addressing the internal control deficiencies that gave
rise to the recommendations. However, we found that these policies or
directives were not being adhered to or were not fully effective in
correcting the deficiencies that led to the recommendations. We also
found that the revised policies or directives intended to correct 4 of these
16 recommendations did not adequately address the underlying issues.

We continue to be concerned that IRS’s actions in a number of cases
consist of writing policies and procedures without providing a mechanism
to ensure proper and ongoing implementation. We believe that the

16 recommendations could be resolved with additional management
follow-up to see that the revised policies and directives specifically
address the issues and that corrective actions as envisioned in policy and
procedural changes are fully and effectively implemented. In the interim, to
the extent the underlying weaknesses continue to exist, they will impair the
quality and timeliness of IRS’s financial information and increase its
exposure to losses.

8 Recommendation 03-08 in appendix I was issued to correct a potential conflict in the
responsibilities of lockbox coordinators, who assist lockbox banks with processing issues
and who also perform the on-site performance review of those banks.
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A significant number of the 84 recommendations in appendix I that we
consider open have been outstanding for an extended period of time.
Twenty-eight (33 percent) of the recommendations were made over

2 years ago, including 9 recommendations from more than 3 years ago,

9 recommendations from more than 5 years ago, and 1 recommendation
that has remained open for over 10 years. The continued existence of the
issues that gave rise to these recommendations exposes IRS to losses due
to errors or theft and impairs the availability of current, accurate financial
information management needs to make decisions.

The majority of the 84 recommendations that we consider to be open
address one of two broad issues:

¢ Forty-eight (57 percent) of the recommendations, all of which we
consider to be short term, relate to weaknesses in controls for
safeguarding taxpayer receipts and information at lockbox banks and
IRS sites. These continued weaknesses expose IRS to unnecessary risk
of loss of funds and increase taxpayer exposure to losses from financial
crimes committed by individuals who inappropriately gain access to
confidential personal information. IRS considers 31 of these
recommendations closed. However, during our fiscal year 2004 financial
audit, we found that IRS’s corrective actions had not fully resolved the
issues for 15 of these 31 recommendations and, for the remaining
16 recommendations, IRS’s actions occurred after we completed our
testing for the fiscal year 2004 audit. For example, in January 2003, we
recommended that IRS require lockbox bank management to ensure
that returned refund checks are restrictively endorsed immediately
upon extraction and that IRS take steps to monitor adherence to this
requirement. IRS included the requirement in the 2004 “Lockbox
Processing Guidelines™ and stated that it evaluates adherence to this
requirement during quality reviews of lockbox operations. However,
extraction staff at one of the four lockbox banks we visited during our
fiscal year 2004 audit informed us that returned refund checks were
processed without immediately being stamped.

9 Internal Revenue Service, “2004 Lockbox Processing Guidelines” (Washington, D.C:
January 2004), and subsequent 2004 updates. The 2004 Lockbox Processing Guidelines
provides guidelines for processing work at lockbox banks serving IRS for the 2004 tax
processing year.
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¢ Nine (11 percent) of the recommendations relate to serious financial
management weaknesses that are rooted in IRS’s continued reliance on
outdated automated systems. Correcting these deficiencies depends
largely on the ultimate success of IRS’s ongoing systems modernization
effort. Our prior reviews have disclosed numerous management control
deficiencies in IRS’s systems modernization effort that have contributed
to reported cost overruns and delays in the implementation of the
systems intended to resolve financial management issues.'” For
example, IRS implemented the first release of its new Integrated
Financial System (IF'S) in November 2004, about 2 years later than
initially planned. IF'S Release 1 provides core financial, budget
formulation, and cost accounting capabilities. However, full cost
accounting capabilities will not be realized until future releases, such as
Work Management, are implemented. According to IRS, implementation
of subsequent releases, which provide property, procurement, and
performance management functions, is being indefinitely deferred
because of Release 1 delays and funding issues. Also, after significant
delays, IRS has begun processing some of the least complex individual
tax returns through the first release of the Customer Account Data
Engine (CADE), the new system designed to modernize IRS’s taxpayer
files. Due to cost overruns and delays, IRS has stopped the Custodial
Accounting Project (CAP), another key financial management initiative
that was intended to provide management information related to tax
operations needed for day-to-day decision making, performance
management, and reporting. It was initially planned that CADE would
provide tax information to IF'S for reporting purposes through CAP. IRS
is currently examining options to implement alternative systems that
would perform the functions that CAP had been intended to perform.
Successful implementation of future releases of IF'S, CADE, and other
system initiatives is essential to correcting IRS’s long-standing financial
management deficiencies and internal control weaknesses that prevent
IRS from producing reliable and timely financial information needed for
decision making on an ongoing basis.

Although IRS continues to experience delays in implementing the systems
intended to address many underlying financial management and operations
issues, it has made improvements in recent years that have resulted in the

closing of many recommendations. For example, IRS made significant

10 GAO, Business Systems Modernization: IRS’s Fiscal Year 2004 Expenditure Plan,
GAO-05-46 (Washington, D.C.: Nov. 17, 2004).
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Agency Comments and
Our Evaluation

Objective, Scope, and
Methodology

progress in addressing issues related to its administrative accounting
operations, which resulted in our closing 8 of 18 recommendations related
to IRS’s administrative operations. However, delays in implementing
subsequent releases of IF'S and other systems would inhibit significant
additional progress in addressing the remaining administrative accounting
operation issues because these subsequent IFS releases and other system
efforts would address 7 of the remaining 10 administrative accounting
operations-related recommendations. Delays in implementation of other
systems would also inhibit IRS’s ability to correct 2 deficiencies related to
unpaid tax assessments, tax revenue, and refunds. Consequently, the
continued delays in the implementation of new systems and the other
serious financial management weaknesses that gave rise to many of the
remaining open recommendations represent a serious obstacle that IRS
needs to overcome to achieve effective financial management and have
available accurate, timely financial reporting and other information that is
critical for effective day-to-day decision making.

In commenting on a draft of this report, IRS said it has begun to
aggressively address the 42 new recommendations arising from our

fiscal year 2004 audit, which are included in the report. For example,

IRS stated that it has developed a comprehensive action plan to

address recommendations related to lockbox banks, which includes
partnering with Treasury’s Financial Management Service to align lockbox
bank contractual requirements with IRS’s physical security polices. We will
review the effectiveness of these corrective actions and the status of IRS’s
progress in addressing all open recommendations as part of our fiscal year
2005 IRS financial audit.

The objective of this report is to assist IRS management in tracking

the status of financial audit and financial management-related
recommendations and the actions needed to address them. To accomplish
this objective, we evaluated the effectiveness of IRS’s corrective actions
implemented in response to open recommendations during fiscal year 2004
as part of our fiscal years 2004 and 2003 financial audits.!! Further details
on the scope and methodology of our IRS financial audit work are included
in appendix II. We obtained from IRS its assessment of the status of each

1 GAO-05-103.
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recommendation and corrective action taken or planned as of February
2005, which we included in appendix I. We compared IRS’s actions to our
fiscal year 2004 audit findings and noted any differences between IRS’s and
our conclusions regarding the status of each recommendation. We
conducted our audit in accordance with U.S. generally accepted
government auditing standards. We requested comments on a draft of this
report from the Commissioner of Internal Revenue or his designee. We
received written comments from IRS, which are reprinted in appendix IIL

We are sending copies of this report to the Chairmen and Ranking Minority
Members of the Senate Committee on Appropriations; Senate Committee
on Finance; Senate Committee on Homeland Security and Governmental
Affairs; Senate Committee on the Budget; Subcommittee on
Transportation, Treasury, the Judiciary, Housing and Urban Development
and Related Agencies, Senate Committee on Appropriations;
Subcommittee on Taxation and IRS Oversight, Senate Committee on
Finance; Subcommittee on Oversight of Government Management, the
Federal Workforce, and the District of Columbia, Senate Committee on
Homeland Security and Governmental Affairs; House Committee on
Appropriations; House Committee on Ways and Means; House Committee
on Government Reform; House Committee on the Budget; Subcommittee
on Transportation, Treasury, and Housing and Urban Development, the
Judiciary, and the District of Columbia, House Committee on
Appropriations; Subcommittee on Government Management, Finance,
and Accountability, House Committee on Government Reform; and
Subcommittee on Oversight, House Committee on Ways and Means. In
addition, we are sending copies of this report to the Chairman and Vice
Chairman of the Joint Committee on Taxation, the Secretary of the
Treasury, the Director of the Office of Management and Budget, the
Chairman of the IRS Oversight Board, and other interested parties. Copies
will be made available to others upon request. In addition, the report will be
available at no charge on GAO’s Web site at http:/www.gao.gov.
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If you have any questions concerning this report, please contact me at (202)
512-3406 or sebastians@gao.gov. Major contributors to this report are listed
in appendix IV.

Sincerely yours,

Steven J. Sebastian
Director
Financial Management and Assurance
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Status of GAO Recommendations from Prior

IRS Financial Audits and Related
Management Reports

Status of recommendations

Count No. Recommendation Source report Per IRS Per GAO

1 94-2  Monitorimplementation of Financial Management: ~ Open. IRS is addressing the Open. We will review the results
actions to reduce the Important IRS Revenue  issue by increasing automation of IRS’s quality reviews and test
errors in calculating and  Information Is Unavailable of restricted interest the accuracy of IRS’s manual
reporting manual interest  or Unreliable calculations, educating the interest calculations during our
on taxpayer accounts, (GAO/AIMD-94-22, workforce, and developing a fiscal year 2005 financial audit.
and test the effectiveness Dec. 21, 1993) quality review process. In 2004,
of these actions. IRS updated interest training
(short-term) and began quality reviews. IRS

will begin to measure accuracy
based on the quality reviews in
2005.
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Appendix I

Status of GAO Recommendations from Prior
IRS Financial Audits and Related

Management Reports

(Continued From Previous Page)

Count No.

Recommendation

Source report

Status of recommendations

Per IRS

Per GAO

2

99-1

Manually review and
eliminate duplicate or
other assessments that
have already been paid
off to assure that all
accounts related to a
single assessment are
appropriately credited for
payments received.
(short-term)

Internal Revenue Service:
Immediate and Long-
Term Actions Needed to
Improve Financial
Management
(GAO/AIMD-99-16,

Oct. 30, 1998)

Open. IRS implemented its
action plan to improve the
timely cross-referencing of
Trust Fund Recovery Penalty
(TFRP) payments, which
included identifying and
correcting processing
problems, conducting training
to provide clarification of
processing steps, and
implementing mandatory
quality reviews. In addition, IRS
plans to consolidate all TFRP
work in one campus. This will
ensure better control over the
quality, timeliness, and
accuracy of transcript
processing. As IRS moves
forward with the consolidation
process, it will be able to use
the Automated Trust Fund
Recovery (ATFR) system to
perform automated payment
verifications on Individual
Master File (IMF) accounts
assessed after August 2001.
When the transcript is received,
ATFR verifies that all previous
payments have been cross-
referenced properly as well as
indicates where the current
payment should be cross-
referenced. Currently, IRS has
this capability on the campus
that has been selected as the
centralized site. The Chief
Financial Officer (CFO) is also
developing a TFRP database
that will establish the links to
more accurately report the
single balance due from these
assessments, and determine
areas for improvement in the
TFRP process.

Open. We recognize
automation of the current TFRP
program is much needed.
However, IRS’s efforts to date
have not been effective. A 2004
internal IRS report indicated
over half of all TFRP cases
targeted for correction still
contained posting errors.
Additionally, it reported that 1 in
3 cases with recent trust fund
activity had posting errors. In
fiscal year 2004, we reviewed
50 TFRP cases and estimated
that 16 percent contained
payments that were not
properly reflected in each
responsible party’s account.
We will continue to review IRS’s
initiatives to improve posting of
TFRP cases and test TFRP
cases for proper postings to all
related accounts as part of our
fiscal year 2005 financial audit.

Page 10

GAO-05-393 Status of Recommendations


http://www.gao.gov/cgi-bin/getrpt?GAO/AIMD-99-16

Appendix I

Status of GAO Recommendations from Prior
IRS Financial Audits and Related
Management Reports

|
(Continued From Previous Page)

Status of recommendations

Count No. Recommendation Source report Per IRS Per GAO

3 99-3 Ensure that IRS’s Internal Revenue Service: Open. The Custodial Open. We will continue to
modernization blueprint Immediate and Long- Accounting Project (CAP) is monitor IRS’s development of
includes developing a Term Actions Needed to  being stopped due to budget an alternative strategy for CAP,
subsidiary ledger to Improve Financial cuts. IRS is currently examining as well as its implementation of
accurately and promptly ~ Management other options for addressing the new TFRP system and its
identify, classify, track, (GAO/AIMD-99-16, this recommendation using other initiatives to improve the
and report all IRS unpaid Oct. 30, 1998) alternative approaches that TFRP process. IRS’s plan to
assessments by amount leverage IRS’s existing address our specific
and taxpayer. This Financial Management recommendation regarding
subsidiary ledger must Information System (FMIS) and TFRP cases is discussed in
also have the capability to the Interim Revenue recommendation 99-1.
distinguish unpaid Accounting Control System
assessments by category (IRACS) used to support the
in order to identify those custodial balances on the
assessments that financial statements. The CFO
represent taxes is also developing a TFRP
receivable versus database that can establish the
compliance assessments links to more accurately report
and write-offs. In cases the single balance due from
involving trust fund these assessments and
recovery penalties, the determine areas for
subsidiary ledger should improvement in the TFRP
ensure that (1) the trust process. The CFO is
fund recovery penalty developing a business case
assessment is and will pursue opportunities to
appropriately tracked for identify resources within IRS’s
all taxpayers liable but IT budget to fund this effort. IRS
counted only once for is continuing to develop the
reporting purposes and automated system to manage
(2) all payments made TFRP, as discussed under
are properly credited to recommendation 99-1. Final
the accounts of all phase of implementation for the
individuals assessed for automated trust fund system is
the liability. (short-term) anticipated in 2005.
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Appendix I

Status of GAO Recommendations from Prior
IRS Financial Audits and Related

Management Reports

(Continued From Previous Page)

Count No. Recommendation Source report

Status of recommendations

Per IRS

Per GAO

Internal Revenue Service:
Physical Security over
Taxpayer Receipts and
Data Needs Improvement
(GAO/AIMD-99-15,

Nov. 30, 1998)

4 99-17 Ensure that all returned
refund checks are
stamped “nonnegotiable”
as soon as they are

extracted. (short-term)

Closed. In January 2005, the
Submission Processing
Director’s Office contacted
each Submission Processing
Center (SPC) to address
deficiencies identified by GAO
in 2004 regarding overstamping
of returned refund checks.
Local management was asked
to discuss the deficiencies with
their employees on a regular
basis and ensure corrective
action is taken. This issue will
be reviewed monthly by the
campus security review team
and findings will be shared with
the Submission Processing
Field Directors for additional
action, if required.

Open. During our fiscal year
2004 audit, we continued to
observe that IRS staff were not
consistently aware of the
requirement for overstamping
returned refund checks. At one
service center campus we
visited, the Refund Inquiry Unit
staff explained that the checks
received from some Small
Business/Self-Employed
(SB/SE) units had “void” written
on them but were not
overstamped with the
appropriate stamp. IRS’s
reported actions to address
deficiencies in overstamping
returned refund checks
occurred after our fiscal year
2004 fieldwork. We will review
the results of IRS’s actions
during our fiscal year 2005
audit.
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Appendix I

Status of GAO Recommendations from Prior
IRS Financial Audits and Related

Management Reports

(Continued From Previous Page)

Status of recommendations

Count No. Recommendation Source report Per IRS Per GAO
5 99-19 Ensure that walk-in Internal Revenue Service: Closed. The Internal Revenue  Open. During our fiscal year
payment receipts are Physical Security over Manual (IRM) was updated to 2004 audit, we found that IRS
recorded in a control log  Taxpayer Receipts and require employees to record had updated the IRM and
prior to depositing the Data Needs Improvement payments on Form 795, Daily =~ Taxpayer Assistance Center
receipts in the locked (GAO/AIMD-99-15, Report of Collection Activities, (TAC) operational reviews to
container and ensure that Nov. 30, 1998) and to immediately place the require employees to record
the control log information payment in a locked container. payments on Form 795 and to
is reconciled to receipts IRM procedures also provide immediately place payments in
prior to submission of the for a reconciliation process. a locked container and provide
receipts to another unit for The procedures require the for a reconciliation process for
payment processing. To employee who prepared these payments. However,
ensure proper Form 795 to reconcile all during our 2004 audit visits to
segregation of duties, an receipts with the payment IRS field offices, we continued
employee not responsible information on Form 795 before to find that checks were not
for logging receipts in the forwarding to SPC. The SPC always stored in locked or
control log should perform also performs reconciliation by  secured containers. In addition,
the reconciliation. placing a distinct mark on the IRM reconciliation
(short-term) Form 795 to indicate the procedures for payments do not
documents listed were provide for adequate
received. The SPC returns the segregation of duties between
Form 795 to the manager the employee who prepares the
acknowledging receipt of Form 795 upon accepting a
Form 795 and all attachments. receipt and the employee who
These procedures are reconciles the Form 795 prior
consistent with procedures to forwarding to SPC.
followed by other IRS functions.
6 99-20 Analyze and determine Internal Revenue Service: Open. Implementation of the Open. IRS’s plan to address

the factors causing delays Custodial Financial

in processing and posting Management
TFRP assessments. Weaknesses
Once these factors have  (GAO/AIMD-99-193,
been determined, IRS Aug. 4, 1999)

should develop
procedures to reduce the
impact of these factors
and to ensure timely
posting to all applicable
accounts and proper
offsetting of refunds
against unpaid
assessments before
issuance. (short-term)

ATFR system continues.
Phase I, which automates
calculation and assessment of
penalties to ensure accuracy
and timeliness, was
implemented in July 2003.
Phase II, which automates the
manual steps of the campus
process to timely cross-
reference payments, was
implemented on one campus in
2004. IRS began its Phase lll
centralization process in
January 2005 by directing the
new assessment work from one
campus to the centralized site
as a test.

our specific recommendation
regarding TFRP cases is
discussed in recommendation
99-1. When IRS completes
implementation of its ATFR
program, we will review its
effectiveness in eliminating
processing delays. In the
meantime, we will continue to
monitor trust fund recovery
penalty processing timeliness.
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Count No. Recommendation

Source report

Status of recommendations

Per IRS

Per GAO

7 99-22 Expand IRS’s current
review of campus
deterrent controls to
include similar analyses
of controls at IRS field
offices in areas such as
courier security,
safeguarding of receipts
in locked containers,
requirements for
fingerprinting employees,
and requirements for
promptly overstamping
checks made out to “IRS”
with “Internal Revenue
Service” or “United States
Treasury” Based on the
results, IRS should make
appropriate changes to
strengthen its physical
security controls.
(short-term)

Internal Revenue Service:
Custodial Financial

Closed. The guidelines in the
Fiscal Year 2003 Operating

Management Procedures for TACs for
Weaknesses safeguarding receipts in locked
(GAO/AIMD-99-193, containers and over-stamping
Aug. 4, 1999) checks made payable to IRS

were incorporated into the IRM
in June 2003. IRS monitored
adherence to these procedures
during operational reviews of
the TACs conducted in fiscal
year 2004 and found no
discrepancies. Operating
procedures state, in part, that
all remittances and related
returns must be recorded on
Form 795, Daily Report of
Collection Activity, and placed
in a locked container until
transmitted to the appropriate
SPC. Payments in the form of
personal checks, cashier
checks, and money orders
should be made payable to
“United States Treasury.”
Checks made out to IRS or U.S.
Treasury must be overstamped
with the words “United States
Treasury” immediately upon
receipt. IRS is also including
these issues in its operational
reviews of the TACs. Managers
in the TACs are also required to
complete an annual review that
includes these issues. Also, the
Small Business and Self
Employed Division (SB/SE) will
issue a reminder on the SB/SE
Web site to all employees that
payments received from
taxpayers must be made out to

the United States Treasury. Any

payments received not made
out to the United States
Treasury will be overstamped
with the correct wording.

Open. We verified that IRS’s
guidelines for safeguarding
receipts in locked containers
and over-stamping checks
made payable to “IRS” with
“United States Treasury” were
included in the IRM and in TAC
operational reviews. However,
during our fiscal year 2004
audit visits to IRS field offices,
we continued to find that
checks were not always stored
in locked or secured containers.
In addition, we found that
checks made out to “IRS” were
not always immediately
overstamped with “United
States Treasury” because staff
was unaware of the policy or
because some units did not
have the appropriate stamp.
Some of IRS’s reported actions
to strengthen its controls for
storing and overstamping
checks occurred subsequent to
our fiscal year 2004 fieldwork.
We will continue to evaluate
IRS’s correction actions during
our fiscal year 2005 audit.
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Status of recommendations

Count No. Recommendation Source report Per IRS Per GAO

8 99-25 Ensure that additional Internal Revenue Service: Open. The CAP is being Open. In fiscal year 2004, IRS
staff are employed or Custodial Financial stopped due to budget cuts. continued to augment its own
existing staff Management IRS is currently examining resources with contractor
appropriately cross- Weaknesses other options for addressing support to produce auditable
trained to be able to (GAO/AIMD-99-193, this recommendation using financial statements. We will
perform the master file Aug. 4, 1999) alternative approaches that continue to assess IRS’s
extractions and other ad leverage on IRS’s existing FMIS  actions during our fiscal year
hoc procedures needed and IRACS used to support the 2005 audit.
for IRS to continually custodial financial audit. The
develop reliable balances CFO is developing a business
for financial reporting case and will pursue
purposes. (short-term) opportunities to identify

resources within IRS’s
information technology budget
to fund this effort. The need to
build an appropriate depth of
experience is still an immediate
and ongoing issue. We
continue to examine our
resources to see if work can be
realigned, and if existing
employees can be retrained.
Contractor support is used to
provide the support and backup
necessary for preparation of the
compensating procedures,
pending implementation of an
alternative CAP solution and
the Customer Account Data
Engine (CADE). IRS is
committed to supporting the
funding of contractor resources
that are used for the Custodial
Financial Statement Audit. This
corrective action will be
continually monitored and
developed as new solutions to
the problem are identified.
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9

99-29

Develop the data to
support meaningful cost
information categories
and cost-based
performance measures.
(long-term)

Internal Revenue Service:

Serious Weaknesses
Impact Ability to Report
on and Manage
Operations (GAO/AIMD-
99-196, Aug. 9, 1999)

Open. Integrated Financial
System (IFS) Release 1, which
was implemented on
November 10, 2004, includes a
cost module that will interface
with program area
management information
systems. Both direct and
indirect resource cost data will
be linked to the budget process
and the strategic planning goals
of all business units. This will
help move IRS forward in
transitioning to a performance-
based organization. Full cost
accounting will not be realized
until future releases, such as
Work Management, are
implemented. At present these
releases are being reevaluated
based on funding availability. All
future releases have been
delayed or placed on indefinite
hold.

Open. We will follow up during
future audits to assess IRS’s
progress in implementing a
cost-accounting system and
loading it with the cost
information needed to support
cost-based performance
measures.

10

99-36

Make enhancements to
IRS financial systems to
include recording plant
and equipment (P&E) and
capital leases as assets
when purchased and to
generate detailed records
for P&E that reconcile to
the financial records.
(long-term)

Internal Revenue Service:

Serious Weaknesses
Impact Ability to Report
on and Manage
Operations (GAO/AIMD-
99-196, Aug. 9, 1999)

Open. In the November 10,
2004, IFS Release 1, P&E is
being recorded as an asset
when purchased. The ability to
tie to the detailed physical asset
information and a fully
integrated system with
subsidiary records will not be
available until the IFS Asset
Management module is
implemented. At present, all
future releases are being
reevaluated based on funding
availability and have been
delayed or placed on indefinite
hold.

Open. IRS implemented the
first release of the new IFS on
November 10, 2004, which will
allow recording P&E and capital
leases as assets when
purchased. However,
implementation of a property
asset module that is intended to
generate detailed records for
P&E that will reconcile to the
financial records is being
deferred indefinitely due to
funding constraints. We will
continue to monitor IRS’s
progress in implementing
subsequent IFS releases and
the property asset module.
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Status of recommendations
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11 01-02 Revise policies and Internal Revenue Service: Closed. IRS has not Closed. IRS enhanced its
procedures governing the Recommendations to established specific time policies and procedures to
processing of abatement  Improve Financial and frames for processing monitor the processing of
transactions to establish  Operational Management abatements because large abatement transactions.
(1) appropriate time (GAO-01-42, Nov. 17, dollar claims often require However, due to the complex
frames for processing 2000) additional documentation to nature of resolving underlying
abatements, (2) a verify a claim’s validity. Often issues for certain types of
methodology for these cases go through abatements, IRS did not
monitoring the timeliness examination, or have other establish specific time frames
of abatement processing, taxpayer compliance issues. for processing abatements. For
and (3) procedures to Allowing interest on refunds for example, large dollar claims
identify the causes for these cases taking longer than often require additional
delays and formulate 45 days to process is part of documentation to verify a
corrective actions. IRS’s cost of doing business. claim’s validity. Often these
Also, examine abatement The Office of Unpaid claims go through examination,
transactions arising from Assessments reviewed or have other taxpayer
IRS errors to determine abatement cases identified for compliance issues. Based on
the causes for the errors the 2002 audit and found that ~ our fiscal year 2004 audit, we
and, based on this there were compliance found that IRS was processing
examination, formulate activities in each case that abatements in a reasonable
and implement required interest. In addition, manner.
appropriate procedures to IRS enhanced its policies and
reduce the level of errors procedures to monitor the
made when entering data processing of abatement
into taxpayer accounts. transactions.

(short-term)
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12 01-03 Implement procedures to
monitor the age of all
pending offers and to
require supervisors to
follow up with staff to
determine within 6
months whether to accept
or reject the offer.
(short-term)

Internal Revenue Service:
Recommendations to
Improve Financial and
Operational Management
(GAO-01-42, Nov. 17,
2000)

Closed. Over the last several Closed. IRS improved its
years, IRS has made significant procedures for monitoring the
improvements in the timeliness age of pending offers and it
of Offer in Compromise (OIC)  significantly increased its
investigations. IRS
implemented two Centralized compromise.

closure rate for offers in

Offer in Compromise (COIC)
sites that process lower dollar
and less complex offers. The
COIC sites also complete the
front-end processing for the
field offers. Because front-end
processing and statutory back-

end reviews added

approximately 90 days or more

to processing time for field
offers, IRS adjusted the

processing goal for field-based
offers to 9 months, effective

October 2004. IRS

strengthened management
controls by creating additional
management reports on OIC
inventories, closely monitoring
age and inventory levels, and

developing more specific

expectations for timely case
actions. As of December 2004,

95 percent of OIC work in

process in our COIC sites was

6 months old or less and

70 percent of the field open
inventory was 9 months old

or less.
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13 01-04 As an alternative to
prematurely suspending
active collection efforts,
and using the best
available information,
develop reliable cost-
benefit data relating to
collection efforts for cases
with some collection
potential. These cost-
benefit data would include
the full cost associated
with the increased
collection activity (i.e.,
salaries, benefits,
administrative support),
as well as the expected
additional tax collections
generated. (long-term)

Internal Revenue Service:
Recommendations to
Improve Financial and
Operational Management
(GAO-01-42, Nov. 17,
2000)

Open. IFS Release 1, which
was implemented on
November 10, 2004, includes a
cost module that will interface
with program area
management information
systems. However, full cost
accounting will not be realized
until future releases, such as
Work Management, are
implemented. At present these
releases are being reevaluated
based on funding availability. All
future releases have been
delayed or placed on indefinite
hold. IRS has implemented
sophisticated modeling
technology to identify
productive and less productive
cases in order to make better
decisions on resource
allocation. These models use a
multitude of taxpayer attributes
to assess likelihood of
collection and then feed results
into the prioritization risk factors
currently in place. While not
actual “cost-benefit’ analyses,
these models help IRS ensure
that resources are devoted to
cases with a high likelihood of
c